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Corporate Purpose is a concept that is
very much in vogue at the moment and
one that has become wrapped up with
concerns about business ethics and the
environmental and social responsibilities
of companies. Much of the conversation
suggests, at least implicitly, that there

IS a trade-off between being a socially
responsible organisation and making
profits. Alex Edmans, Professor of Finance
at London Business School, doesn't agree.
His latest book, Grow the Pie: How Great
Companies Deliver Both Purpose and
Profit, argues that business can be a
force for good and that profits are critical
to a well-functioning economy. On 17%
June, Alex led a webinar for CRF and
PARC members in which he discussed

his findings with particular relevance to
iIncentives and reward.

The distinction between investors and the rest of
society, says Alex, is flawed even at a conceptual
level. While it's crucial for companies to serve
society, they also have a duty to generate
sustainable profit for the vast majority of us who
depend on them to look after our employment,
our savings, and our future income in retirement.
Investors are not 'them’; they are ‘us’. It's not
business or society — it's business and society.

Alex used the example of Vodafone's m-pesa
system that has generated profits for the company
while, at the same time, enabling people in rural
parts of Kenya to store money securely and reduce
their dependence on banks, thereby helping to lift
200,000 people out of poverty. The answer is not

WATCH A FULL RECORDING
OF THE EVENT HERE

HOW GREAT \
COMPANIES DELIVER
BOTH PURPOSE
AND PROFIT |

GRO ﬁPI

- ZOOM EVENT

//

Corporate Social Responsibility for its own sake. The
way forward is to grow the size of the economic pie
by solving social problems and generating profit as
a result. Or, to put it another way:

‘Pieconomics seeks to create profits only
through creating value for society.”

The book is full of evidence and case studies of
companies that grow the pie. In this sense, says
Alex, responsibility” is actually about innovation and
creating value for society, which generates greater
profits over the long term. While there is ample
data and evidence in the book to back this up,

for this session, Alex focused on what this means
for companies and, specifically, for reward and
performance management.

As most reward practitioners are well aware,
executive pay has attracted a lot of attention and
the post-Covid-19 environment is likely to bring it
into even sharper focus. Yet the concern about pay
ratios, argues Alex, misses a crucial point. It implies
that there is a fixed pie. There is clear evidence that
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firms with high pay ratios perform better over the
long term. But crucial to this is the composition of SPEAKER
executive reward. Long-term incentive plans, he
argues, should be based on ensuring that executives
acquire and hold more equity in their companies:
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with investors and gives them more ‘skin in the
game’. Alex provided links to studies demonstrating
that companies with a higher proportion of equity
ownership in their remuneration packages beat the
performance of their peers over a five-year period.
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There will, he acknowledged, always be a place
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